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KOREA KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values are in current U.S. $ Million and represent period 
averages. 


Exchange Rate: US$1.00=846.9 won Percent Change 
As of March 31, 1987 1985 1986 1987 1985 1986 1987 


INCOME, PRODUCTION, EMPLOYMENT 
GNP 83,684 95,108 120,060 Ser 15.1* 16.0* 
GNP at Constant (1980) Prices 86,702 97,534 108,750 5.4* 12.5* LS" 
Per Capita GNP ($) 2,047 2,296 2,864 8.1* 13.6* 14.6* 
Plant & Equipment Investment 9,868 13,038 16,749 10.6* 33.8* 18.0* 
Disposable Income 77,758 88,279 110,997 9.3* 15.0* 15.5* 
Indices: 1980=100 
Industrial Production 164.5 195.0 224.3 1 15.0 
Avg. Labor Productivity 166.6 187.8 208.5 1 11.0 
Avg. Industrial Wage 183.0 199.8 219.8 10.0 
Labor Force (Thous.) 15,592 16,116 16,487 265 
Avg. Unemployment Rate (%) 4.0 3.8 3.6 - 
Total Population (Thou. Mid-year) 41,056 41,569 42,082 La2zs 


MONEY AND PRICES 
Money Supply (M2) 1/ 32,089 39,321 50,198 
Interest Rates (Comml. Banks) 11.4 Lie 10.0 
Indices: 1980=100 
Wholesale Price 128.3 12535 128.0 
Consumer Price, all cities 141.0 144.2 150.0 
GNP Deflator 138.2 141.4 ay ek 


BALANCE OF PAYMENTS AND TRADE 
Gold and FX Reserves 1/ 7,749 7,910 8,200 
External Debt 1/ 2/ 46,800 44,500 39,500 
Annual Debt Service 3/ 7,140 9,280 9,830 
Annual Debt Service Ratio (%) 3 21.7 Z2e2 20.4 
Balance on Current Account -887 4,654 7,500 
Balance of Trade (FOB) -19 4,255 6,700 - 
Exports (FOB), Customs Basis 30,283 34,715 4/ 40,300 4/ S55 
To U.S. 10,754 13,880 16,150 226 
Imports (CIF), Customs Basis 31,136 31,584 4/ 34,700 4/ Lv6 
From U.S. 6,489 6,545 7,100 -5.6 
8.0 
7126 


Average Exchange Rate (Won/US$) 870.5 881.4 837.4 
Period-End Exchange Rate (Won/US$) 890.2 861.4 809.7 ‘ 
Major imports from the U.S. in 1986 (in U.S. $ million, CIF): Electronics & Electrical 
Machinery (948), Non-electrical Machinery (784), Chemicals & Chemical related Products 
(708), Grain (399), Raw Cotton (172), Iron & Steel (362), Raw Hides & Skins (487), Pulp 
and Papers (302 ), Aircrafts (357), Petroleum Products (118), Coal (164), and Wood 
(175). Major exports to the U.S. in 1986 (in US $ mil., FOB): Textiles (2522), 
Electronics & Electrical Machinery (2579), Footwear (1501), Iron & Steel Products (978), 
Toys (651), Sound Recorders & Reproducers (638), Rubber Tires & Tubes (178), and 
Automobiles (981). 


Footnotes: * Percentage changes calculated in won terms. 1/ Data are for end of period. 
2/ All external debt including debt of under one year maturity. 3/ Includes payments on 
debt of under one year maturity as a percentage of total exports of goods and services. 
4/ Excl. low-value added ship refurbishments. 


Source: Embassy estimates, Bank of Korea, Economic Planning Board and Ministry of Finance. 





I. OVERVIEW AND OUTLOOK 


The best economic year Korea has ever had occurred in 1986. The GNP 
expanded 12.5 percent in real terms, while exports increased 26 
percent, helping Korea record its first current account surplus 
since 1977. Korea's first decline in foreign debt also happened in 
1986, a turnaround which had not been anticipated until the end of 
the decade. 


The main engines of economic growth have been the realignment of the 
dollar/yen exchange rate, the decline in international interest 
rates, and the fall in oil prices. All told, exports contributed to 
one half of Korea's 1986 GNP growth. The Korean currency's 50 
percent depreciation against the yen at a time when new capacities 
in electronics and small automobiles were coming on line was the 
primary reason for the export surge in 1986, although the economy 
benefitted as well from the cumulative impact of structural 
adjustment efforts undertaken in recent years. These included the 
reduction of government budget deficits (which had reached five 
percent of GNP in the early 1980's) and a tight monetary policy 
which helped to restore the price competitiveness of Korean products 
harmed by the chronic bouts with double digit inflation. 


Korea's balance of payments also reflected the greatest improvement 
it had ever previously experienced in 1986. After a deficit of $887 
million in 1985, the current account swung around to a surplus of 


$4.6 billion in 1986, representing almost 5 percent of GNP. 


The growth spurt is continuing in the first quarter of 1987. The 
GNP expanded at a 15.6 percent rate during the 3-month period, while 
the current account posted a surplus of $2.1 billion compared with a 
deficit of $438 million during the first quarter 1986. The 
quarterly growth rate is the highest since 1979 when first quarter 
growth reached 16.1 percent. 


The changed economic circumstances brought more than their share of 
economic policy challenges to Korea's economic managers. After 
years of worrying about foreign exchange shortages, Korea's monetary 
authorities were confronted with a new problem: a surge in foreign 
exchange inflows on the transfer account caused by the high interest 
rates in Korea relative to world markets and high returns on 
Capital, particularly in the securities market. These inflows, 
combined with the surplus on the trade account have made control of 
domestic money supply particularly troublesome for Korea's inflation 
wary economic managers. 


The celebrated entry into the U.S. automobile market has raised 
Korea's visibility considerably and has helped focus attention on 
Korea's import regime, which remains far less open than those of 
many of its trading partners. In April 1987, Korea's economic 
leadership announced a major and comprehensive program to arrest the 
growth in the current account surplus. The policy announcement 
potentially represents a major shift in philosophy away from 
concentration on export growth to a more balanced approach 
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emphasizing qualitative improvements in industry, social programs 
and attention to the overall standard of living rather than the 
excessive buildup of foreign exchange reserves. Obviously, the full 
significance of the announcement must await implementing steps which 
will be made in the weeks and months ahead. Whether the new 
approach is ultimately successful will depend on the ability of the 
economic leadership to convince a suspicious public of the program's 
economic merits at a time when Korea has enjoyed its first (and 
only) significant current account surplus. 


II, POLITICAL SETTING 


The domestic political debate intensified in 1986 as the political 
parties became embroiled in a bitter, and ultimately deadlocked, 
debate about how to revise the constitution in time to select a 
successor to President Chun when his term in office expires in 
February 1988. In March 1987, the main opposition party (NKDP) 
split over a leadership controversy, resulting in the formation of a 
new party under the name Reunification and Democracy Party. 


In April 1987, President Chun announced that his successor would be 
chosen under the current constitution and that he was suspending the 
debate on constitutional revision. 


Korea has continued to pursue an active foreign policy as it readies 
itself for the hosting of the Olympic Games and the greater 
international exposure that will follow. 


III. KOREAN ECONOMIC TRENDS 


Macroeconomic performance: In the second half of 1986, the Korean 
economy continued the expansion which began in the last quarter of 
1985. The GNP growth rate reached 15 percent in the third quarter, 
and 11.8 percent in the fourth quarter. Growth in the second half 
of 1986 was fueled by a 21 percent rise in industrial production 
which saw a rise in capacity utilization rate to 83.3 percent. 
Construction orders were also up substantially after a lackluster 
first half. Primary industries increased 4.4 percent in 1986, while 
secondary industries soared to 16.8 percent. Manufacturing jumped 
17.4 percent, reaching 45 percent of GNP. Heavy and chemical 
industries expanded 23.5 percent led by general machinery and 


transport equipment, most notably automobile production, up 59 
percent over 1985. 


Price stability also increased in Korea in 1986. The GNP deflator 
showed only a 2.3 percent rise, with consumer prices up only 2.3 
percent. Wholesale prices, meanwhile, fell 2.2 percent, due 
primarily to the fall in prices of imported oil. In 1987, inflation 
is expected to rise somewhat from its low level in 1986, although 
much will depend on the government's management of the current 
account surplus and the domestic money supply. Inflation could also 


be rekindled on the supply side as capacity utilization rates 
continue their upward trend. 
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Unemployment reached the lowest level in the decade. The average 
unemployment rate for 1986 was 3.8 percent, down 0.2 percent from 
1985. Joblessness, nonetheless, remains a problem for graduating 
university students who continue to experience delays in finding job 
opportunities commensurate with their expectations. 


The 15.6 percent GNP growth rate in the first quarter indicates that 
the boom is continuing. Exports in the first quarter were up 27.2 
percent. Clearly contributing to the current boom in exports 
(letter of credit arrivals in April were up over 50 percent from 
April 1986) is the “reverse J curve effect" as overseas buyers hurry 
their orders in expectation of won appreciation. 


Exchange Rate Movement: In 1986, the Korean won began to appreciate 
against the U.S. dollar. From June 1986 until January 1987, the won 
appreciated 3.3 percent, although in yen terms the won actually 
depreciated 4.0 percent. Since the beginning of 1987, the 
appreciation of the won against the dollar has accelerated. From 
January 1 until May 27, the won appreciated 4.3 percent, or 10.6 
percent at an annualized rate. Overall, the value of the won in 
dollar and yen terms has helped to boost Korean exports both to 
Japan and to other industrialized markets where the the demand for 


higher-priced Japanese goods is beginning to slacken in volume 
terms. 


Fiscal and Monetary Policy: Government revenues in 1986 exceeded 
projections due to the unexpectedly strong GNP growth. On the 
general accounts, tax revenue was 7 percent higher than originally 
estimated, resulting in a surplus of about $1.0 billion. In 1987, 
government revenues continue to exceed expectations, with tax 
revenues in the first 4 months up 23 percent. It is expected that 
the government budget in 1987 will record another surplus despite 
the 12.9 percent growth in expenditures which was spurred primarily 
by rural development and social welfare programs. Expenditures on 
defense, up 14.1 percent in 1987, continue to represent more than 5 
percent of the rapidly expanding GNP. 


As monthly current account surpluses mounted in second quarter 1986, 
money supply began to present a growing problem to the monetary 
authorities. By the end of 1986, broad money supply (M2) had grown 
18.6 percent over 1985. In the second half of the year, monetary 
authorities moved to soak up excess liquidity caused by the growth 
of the current account surplus. The primary instrument has been the 
issuance of monetary stabilization bonds, which totaled 4.8 trillion 
won during the second half of the year. In addition, the government 
has reduced the won amount per dollar of exports which exporters can 
receive upon shipment. In September, the rate was reduced from 740 
to 700 won per dollar of shipment. The government has also relied 


on credit restrictions to inhibit corporations from borrowing low 
interest foreign loans. 


In 1987, the government has accelerated its efforts to sterilize the 
current account through more aggressive issuing of monetary 
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Stabilization bonds and further reductions in export financing, 
currently down to 575 won per dollar of export. In March 1987, 
money supply growth dropped to 17.9 percent, and in April, growth 
(17.0 percent) again fell within the target of 18 percent. 


Government authorities have continued to stress that control of the 
money supply growth will remain a top priority of economic 
management. Success in the months ahead, however, will largely 
hinge on curbing the current account surplus. 


Balance of Payments & Foreign Debt: In 1986, the Korean economy 
achieved its first significant current account surplus ever, 


registering $4.6 billion, a $5.5 billion swing from the $887 million 
deficit in 1985. Improvement on the current account was achieved 
primarily through export growth, although the reduction in Korea's 
imported oil bill by $2.2 billion aiso played a major role. 


The deficit in net services declined to $0.6 billion. Tourism 
revenues, stimulated by the September Asian Games and by an influx 
of Japanese tourists lured by the won/yen exchange rate, doubled to 
$1.55 billion while lower international interest rates helped to 
hold interest payments to 1985's level of $4.0 billion. Receipts 
from overseas construction continued to be weak, amounting to only 
65 percent of the previous year. On the net transfer account, there 
was substantial growth as higher interest rates in Korea helped to 
spark almost a two-fold increase in remittances from overseas 
Koreans from $547 million in 1985, to an estimated $900 million in 
1986. It is estimated that about 65 percent of the overseas 
residents live in the United States. 


In the first quarter of 1987, Korea's current account has continued 
to perform strongly. The first quarter current account surplus 
reached $2.1 billion, and April is expected to record a strong 
Surplus, possibly as high as $550 million. 


In the government's economic policy announcement in April, it 
declared its intention to limit the current account surplus to $5 
billion, and eventually to reduce the surplus as a percentage of GNP 
from the present level of 5 percent down to 3 percent by 1991. A 
key provision in the implementation of the policy is the earmarking 
of a $2.5 billion fund which is to be made available to Korean 
companies for the financing of imports of capital goods. In 
addition, the government intends to take other measures (described 
below in Commodity Trade and Import Liberalization) aimed at 
reducing the trade account surplus and thereby holding the current 
account surplus at $5 billion. 


Korea's foreign debt declined in 1986, the first drop ever 
experienced in that area. After reaching a peak of $46.9 billion in 
June, gross foreign debt fell steadily through the remaining months 
of the year, to stand at $44.5 billion by the end of the year. The 
decline was achieved partly through prepayments of loans made 
possible by the mounting current account surpluses, but also by 
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government enforced measures to curtail private sector borrowing 
which had escalated in the first half of 1986, due to demand for 
lower-priced foreign loans. The debt service ratio decreased to 
20.2 percent in 1986, down from 21.7 percent in 1985. When debt 
prepayments (i.e. discretionary payments) are excluded the debt 
service ratio drops to 19.3 percent. 


In 1987, the decline in gross foreign debt has continued. At the 
end of the first quarter, foreign debt dropped to $42.8 billion. If 
present trends continue, gross foreign debt can be expected to fall 


below the government's year-end target of $41.8 billion to as low as 
$39.5 billion. 


Financial Sector: With the influx in liquidity on the market caused 
by the growth in the current account surplus, yields in the 
financial sector have fallen considerably. Most hard hit have been 
the domestic banks which have seen their market share decline in 
relation to the less regulated (and more numerous) secondary 
financial institutions. The government is reported to have under 
consideration proposals to correct the regulatory imbalance between 
banking and other financial institutions which would more equitably 


Share the burden of policies aimed at controlling money supply 
growth. 


Capital Market Developments: Korea's securities market experienced 
rapid growth in 1986. The stock market index climbed from 163 at 
the end of 1985 to 273 a year later as funds (including those from 
overseas) poured into the market and drove up prices. In 1986, 
listings increased substantially as the government actively pursued 
its objective of modernizing the market and encouraging companies to 
list. In 1987, market growth has accelerated further, with the 
index reaching the 400 level by the beginning of April. On April 2, 
the government intervened with a 15-point package aimed at cooling 


down the market. By the end of the month, the index had stabilized 
at the 370 level. 


The government remains committed to an internationalization program 
aimed eventually at permitting direct foreigner access to the Seoul 
stock market. Although it had been widely believed that the market 
would be partially opened to foreign investors as early as October 
1987, the government appears to have delayed the move due to 
concerns about the overall liquidity situation and the rapid 
increases in stock prices. 


Commodity Trade and Import Liberalization: The commodity trade 
balance greatly improved in 1986, recording the first surplus ever 
seen in that country of $3.1 billion. Exports totalled $34.7 
billion, an increase of 15 percent from 1985. Imports amounted to 
$31.6 billion, up only one percent. Letter of credit arrivals in 
1986 were up a healthy 30 percent over 1985 indicating that exports 
in 1987 will also be strong. The fall in the price of imported oil 
helped the terms of trade to improve greatly in 1986, increasing 8.3 
percent over 1985, compared to the previous year's increase of only 
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0.6 percent. The export unit price index went up only 1.5 percent, 
while the quantity index of exports jumped 13 percent, representing 
a moderate improvement in Korea's export competitiveness. Japan 
accounts for 16 percent of Korea's exports, well behind the U.S. 
share of 40 percent. Exports to the EC increased 31 percent and now 
comprise a 12 percent share. 


Korea's surplus with the United States continues to grow. On an 
FOB/CIF basis the year-end surplus exceeded $7.3 billion, an 
increase of 72 percent over 1985's $4.3 billion surplus with the 
United States. Korean exports to the United States amounted to 
$13.9 billion in 1986 while imports reached $6.5 billion. The 
growth in Korean exports was led by automobiles (203,610 units in 
1986, compared to only 135 in 1985) and home electronic products 
including Korean VCRS and microwave ovens. 


Korea's trade deficit with Japan grew enormously from $3.0 billion 
in 1985 to $5.4 billion in 1986, an increase of 80 percent. The 
growing deficit with Japan, however, reflected Korea's surging 
exports to the rest of the world. It is estimated that 60 percent 
of imports from Japan are capital goods and raw materials for use in 
the export sector. Korea has pursued a vigorous market access 
campaign with Japan including a request for lowering tariff rates on 
60 items. Korea has also asked the Japanese to liberalize 
restrictions on raw silk and agricultural products. 


Korea has continued its liberalization policy aimed at removing 
items from the “restricted list" (the list of CCCN items requiring 
government import approval) and placing them on the "automatic 
approval list." Although the "liberalization ratio" (the percentage 
of CCCN items on automotive approval) has continued to increase, 
many non-tariff barriers including the surveillance list and various 
special laws have forestalled implementation of a more liberalized 
trade regime. 


In April the government announced that it would attempt to control 
the growth of the current account by reorienting policies away from 
export promotion to an approach based on more balanced economic 
development. A key ingredient of the policy is the plan to increase 
imports through import credits and through liberalization of the 
import regime. In the months ahead, the government has indicated 
that it will seek to reduce non-tariff barriers substantially 
including abolishing the surveillance list system. 


Meanwhile, the government has continued to reduce the number of 
items on the restricted list. Effective July 1, another 163 items 
will be removed from the list, including three items of analog 
computers and other high-tech products which were originally planned 
to be freed by July 1, 1988. As a result, the percentage of goods 
on the automatic approval list will be 93.6 percent as of July l, 
1987, an improvement in the formal system, although substantial 
non-tariff barriers continue to pose formidable obstacles. 
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Foreign Investment: Foreign equity investment showed mixed trends 
in 1986. Investment approvals declined while investment arrivals 
surged compared to 1985. Approvals totaled $354 million compared to 

532 million in 1985 (these approvals, however included a single 

300 million project). In contrast, investment arrivals doubled to 

478 million as a result of the record approvals in the previous 
year. Average project size also declined. In 1986, the number of 
projects involved increased to 203 from 127 in 1985. Investment 
approvals in manufacturing industries increased in 1986, signaling a 
shift from the concentration in service industries during the past 
several years. 


Investments from the United States and Japan led the way in 1986 
accounting for 74 percent of total foreign investment ($125 and $135 
million respectively). Investments from European countries 
increased noticeably, especially from Switzerland and the United 
Kingdom. 


The government has tacitly backed off from its oft stated goal of 
attaining $ 1.0 billion in investment approvals and liberalizing 90 
percent of all industrial sectors for foreign investment by 1988. 
This change appears to have been the result of the current account 
surplus which has diminished the need for foreign capital. Asa 
result, the government slowed down its pace of liberalizing sectors 
open for foreign investment. Additional openings, originally 
contemplated in mid 1986, have been delayed until April, 1987. 
Currently, the manufacturing sector is nominally 97 percent open, 
while the service sector remains unchanged at 61 percent. Of the 


total of 999 sectors in the Korean economy, 790 have been opened for 
foreign investment. This represents progress, to be sure, although 
foreign businessmen continue to face obstacles and frustrations in 
attempting to invest in Korea. 


Investment approvals are picking up strongly in 1987. First quarter 
results show a two to three fold increase in number of projects and 
amounts over the same period in 1986. The growth partly reflects 
increased competitiveness of Korean manufacturing facilities vis a 
vis producing in Japan. Foreign investors also appear to be 
attracted by the growth potential of Korean domestic demand and by 
the expectation that foreign investor tax loopholes will soon be 
closed. 


The government is responding to the renewed foreign investor 
interest with revisions in applicable regulations: tax favors for 
less technology intensive areas such as hotels are being reduced, 
and the minimum capital amounts of foreign investments eligible for 
"automatic approval" are being increased from $1 million to $3 
million. These changes are scheduled for implementation in 1987. 


Textiles and Footwear: The textile industry received a needed boost 
in 1986 due to yen appreciation and the drop in international cotton 
prices. Raw cotton imports from the People's Republic of China and 
Pakistan increased substantially in 1986 while imports from the 
United States fell sharply from $398 million in 1985 to only $172 
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million in 1986. As in the past, textiles were the number one 
Korean export amounting to $7.8 billion, an increase of 23 percent 
over 1985. Textile exports to the United States totalled $2.5 
billion, representing 32 percent of Korean total textile exports. 
Recently, the Korean government lowered the tariff rates for certain 
cotton yarn and cotton blended yarn imports in order to head off 
emerging production bottlenecks. 


The footwear industry has also experienced a good year in 1986 with 
purchase orders from overseas, particularly vinyl shoes from the 
U.S., increasing substantially. Total footwear exports increased 34 
percent in 1986 compared with 1985. The U.S. purchased over 70 
percent of total footwear exports in 1986. 


Agriculture: Korea's total agricultural imports for 1986 increased 
in value despite generally lower unit prices. Imports from the 
United States declined for the third year in a row. The United 
States supplied 42 percent of total agricultural imports in dollar 
terms, the lowest share in over 20 years, due to continued erosion 
of the U.S. feed grain market and lower prices for major U.S. 
exports such as cotton, wheat, corn and soybeans. The composition 
of compound feed continued to change in response to feed ingredient 
import quotas and the availability of cheap feed wheat. Imports of 
traditional feed ingredients, particularly corn, have declined, 
while feed wheat, wheat bran and demand for Korea's textiles and 
leather goods is booming, in part due to improved international 
competitive advantage afforded by the stronger yen. Consequently, 
import demand for cotton, hides and skins, and finished leather has 
been strong. Korea is the world's largest importer of raw hides, 
which now represent Korea's leading import in value terms, 
surpassing $500 million in 1986. The export price provisions of the 
1985 farm bill have enabled the United States to regain dominance in 
the Korean cotton market. 


Korea exported more than $41 million worth of processed foods and 
beverages to the United States in 1986, representing a doubling of 
sales over the past 5 years. In contrast, U.S. food and beverage 
sales to Korea slipped from $19 million in 1982 to $18 million in 
1986 in response to trade policy measures designed to keep 
high-value agricultural product imports to a minimum while promoting 
their export. Key Korean processed food exports include instant 
noodles, canned mushrooms and canned mandarin oranges. 


Agricultural trade policy is based on a high level of protectionism 
for the farm sector. Farm product liberalization is progressing 
Slowly, with most newly liberalized products having been selected 
because they could not substitute for domestic products or because 
high tariff levels would render them uncompetitive with local goods. 


Electronics: After a slow year in 1985, the highly export-oriented 
Korean electronics industry responded quickly to the rising Japanese 
yen. In 1986 production and exports jumped by 46 and 55 percent, 
respectively, reaching $10.6 billion and $6.7 billion. 
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Korea's shift into more technology intensive items such as color 
TVs, VCRS, microwave ovens, and personal computers has been well 
timed due to the increased competitiveness afforded by the yen 
appreciation. 


Despite impressive growth, the industry still lacks sophisticated 
technology, and requires importation of many parts and components, 
60 percent of which come from Japan... The chronic dependency on the 
Japanese for parts and components in the electronics sector has 
offset a substantial portion of Korea's export growth. The growth 
in imports for the electronics sector actually outpaced (up 72 
percent) overall electronic sector exports. The government's 
localization plans have emphasized the electronics industry, but 
results so far have been slow in coming. 


The three major Korean semiconductor producers -- Samsung, Goldstar 
and Hyundai -- saw a substantial improvement in their exports in 
1986 stemming from a slight market recovery as well as limitations 
imposed on Japanese sales to the United States by the semiconductor 
agreement. The recent U.S. sanctions against Japanese electronic 
products have also helped to boost Korean shipment of 256K dram 
chips and other very large scale integrated circuits (VLSI). 

Despite the short-term positive effect on Korean chip producers, 
there is concern that increased U.S. attention to Japanese producers 
will eventually harm Korean exports. Using imported technology, 
Korean producers are now at the stage of developing one megabit dram 
semiconductor chips. The government continues to encourage pooling 
of research efforts on new technologies. Joint technology 


development efforts were agreed to by large manufacturers in 1986 
under a government initiative, with the initial objective of 
developing four mega drams by 1988-89. Despite some uncertainties, 
overall prospects remain favorable due to brisk business turnover in 
1986-87 by Korean conglomerates, which together with the government 
commitment to the high tech industry, will allow them to increase 
spending on R&D for future growth. 


As a part of the government's import liberalization program, and as 
a response to the increasing trade surplus with the United States, 
the Korean market is scheduled to open to imported semiconductors, 
and computers and computer peripherals effective July, 1987. In 
addition, the government has withdrawn localization requirements on 
micro computers and banking terminals that have been enforced for 
government purchases, also effective in July. 


Steel: The Korean steel industry has continued to grow in 1986 with 
crude steel production expanding 7.5 percent to 14.5 million metric 
tons (MT). The growth rate doubled that of 1985. Total demand for 
steel products amounted to 17.6 million MT, a 18.2 percent gain over 
1985. Domestic demand accounted for 63.6 percent of total demand and 
showed 6.8 percent growth rate from 1985 at 11.2 million MT due to 
the rapid growth of the steel consumption sector including 
automobiles and electronics. In 1987, domestic demand is expected 
to gain further momentum with annual growth rate of 12 percent due 
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to the more active construction industry, the steel industry's 
largest local consumers. 


In 1986 34.1 percent of total steel products were exported, almost 
the same percent as 1985. Export volume increased 22.9 percent to 
6.4 million MT as Korean manufacturers gained the advantage of price 
competitiveness thanks to the appreciation of the Japanese yen and 
European currencies. Export value, however, decreased slightly to 
$2.6 billion by 2.8 percent from 1985 because of stagnant world 
prices. By region, export to the United States and Middle East area 
decreased by 14 percent and 24 percent, while export to Japan and 
the EC increased 24 percent and 110 percent in value terms. The 
U.S. market share in total steel exports dropped from 33 percent in 
1985 to 26 percent in 1986. This trend will continue as the 1984 
bilateral agreement with the United States will limit Korean steel 
sales to only 1.9 percent of total U.S. demand until 1991. By 
items, steel pipe and structural steel were hard hit, decreasing 
26.5 percent and 32.2 percent respectively, due to declining U.S. 
imports and to the sluggish Middle East market while other export 
products such as plate, bars and wires increased more than 10 
percent. In 1987, a moderate growth rate of 4 percent is expected 
due primarily to sluggish world demand. Korea's steel import value 
increased 11.7 percent to $1.2 billion. Japan took 67 percent of 
the total, up from 57 percent in 1985. 


POSCO and other iron and steel companies continued to expand 
capacity in 1986. In 1987, POSCO will add 3.8 million MT to its 
annual steel production capacity of 9.1 million MT. In March 1987, 
three new ground-breaking ceremonies for high value-added products 
took place; a cold-rolled facility in Kwangyang with 1.2 million 
tons, stainless hot coil mill with 250,000 tons and a 3rd wire rod 
plant with 540,000 tons at Pohang, which will be completed by 1989 
and are expected to alleviate domestic supply shortages. The ROKG 
has also designated the ferro-alloy industry as a rationalization 
industry to increase international competitiveness and is also 
positively considering further capacity expansion during the 
1989-1993 period. 


In January 1987, POSCO began a project to modernize a USX steel 
facility in Pittsburg, California in a 50/50 joint venture with 
USX. The facility is to be completed by the end of 1989. 


Korea ranked 12th in the world in 1986 in steel production, rising 
from 15th in 1985. In the free world, Korea went from 10th to 8th. 


Shipbuilding: In the fourth quarter 1986, Korea's shipbuilding 
industry began to recover following the worst year in the industry's 
history. The industry peaked in 1983 with orders amounting to 4.1 
million G/T. The worst was in 1985 with orders of only 1.2 million G/T. 
In 1986, Korean shipbuilders received orders for a total of 82 
vessels or 2.64 million G/T valued at $1.25 billion. This figure 
represents a 118 percent increase in tonnage terms and 76 percent 
increase in value terms over 1985. Of these, 51 were exported 
vessels amounting 2.25 million G/T valued at $1.07 billion. The 
value of foreign orders represented a 204.9 percent surge over 1985 
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while that of local ships rose 95.6 percent. This sudden influx of 
orders is attributed to the Korean industry's improved international 
competitiveness resulting from the appreciation of the Japanese 

yen. Korean shipbuilding prices are cheaper than those of Japan by 
40 to 50 percent in dollar-denominated unit tonnage costs and around 
80 percent of oil tankers and bulk carriers which could have gone to 
Japan went instead to Korean builders. Korea's world market share 
of ship orders increased to 26.4 percent from last year's 10.7 


percent. This share makes Korea the world's second largest 
shipbuilder behind Japan. 


Unclaimed ships continued to plague the industry. Customers have 
left 10 vessels in the hands of Korean shipbuilders, with a total 
unpaid amount of $354 million as of January, 1987. The Korea 
Shipbuilding & Engineering Corp. has filed an application with the 
Seoul District Civil Court for protection from creditors. 


Growth in orders should continue at moderate levels into 1987. In 
the first quarter of 1987, Korea's shipbuilders received orders for 
50 vessels weighing 1.55 million G/Ts up 274 percent from the same 
period of 1986. The yards also received export orders for 25 ships 


weighing 1.13 million G/T and domestic orders of 25 ships weighing 
417,000 G/T. 


Construction: In 1986, new overseas orders for Korean builders 
stood at $2.2 billion, less than half of 1985's total of $4.7 
billion due to the continued slump in orders from the Middle East. 
The share of orders from the Middle East which accounted for 91 
percent of the total in 1985 has been reduced to 55 percent in 

1986. Middle East countries owe Korean contractors around $2.6 
billion from unpaid bills while $905 million in heavy construction 
equipment sits idle. The delayed payments and lack of new contracts 
have choked the cash flow of Korean construction companies, 
prompting the government to bail out the ailing overseas 
construction companies with a rationalization program in April 1987. 
Under the plan, seven firms were forced to return their overseas 
construction licenses. The Korean Government will continue its 
policy of weeding out ailing firms and reducing the number of 


overseas business license holders eventually to 20 from present 41 
this year. 


Korean contractors are encouraged to explore new overseas markets 
including those in the United States, Canada, Japan and South East 
Asian countries in an effort to diversify overseas markets away from 
the Middle East. At present, 21 Korean contractors have undertaken 
construction projects in 14 Southeast Asian countries. There are 
seven contractors active on the U.S. market. In Japan Korean 


construction companies are interested in the Kansai Airport 
Construction Project. 


The ROKG has encouraged joint-ventures with foreign companies as a 
preparatory step for opening the Korean construction technology 
service market. In January 1987, Ssangyong Construction entered 
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into a 50/50 JV with Parsons Corp.aimed at projects in third world 
countries as well as in Korea. 


In 1986, orders for domestic construction totaled W5,981 billion, up 
1l percent from 1985. Public sector projects declined to 52 percent 
of the domestic orders from 64.2 percent in 1985 with the completion 
of the Han River redevelopment project and Olympic facilities while 
industrial construction rose by 43.3 percent compared to a year 
earlier due to the export boom. According to the Ministry of 
Construction, total government investment in public projects will 
rise in 1987 to 4.5 trillion won, from 1986's 3.1 trillion won, due 
to the "Peace Dam" construction project. The other major projects 
are the industrial estates establishment in rural areas to encourage 
a shift of urban-centered facilities into rural areas, national road 
construction, sewage system construction, Kwangyang Bay development, 


the Kimhae airport expansion work and and Mt. Taebaek area 
development. 


Tourism: Tourist receipts in 1986 almost doubled from 1985, earning 
ee billion with 1.6 million foreign tourists. Spending averaged 
932 per person, a 69.5 percent increase from $550 per person in 
1985. The increase was due to a rise in the number of Japanese 
tourists caused by the appreciation of yen and the 1986 Asian 


Games. Japanese tourists accounted for 47.7 percent of the total 
foreign tourists. 


The upward trend should continue in 1987 with earnings of $1.8 
billion and around 1.8 million visitors. The first quarter of 1987 
recorded a 19.2 percent and 102.1 percent increase in number of 
visitors and earnings compared to first quarter 1986. 


To accommodate Olympics visitors in 1988, hotels have increased to 
183 with a total capacity of 24,996 rooms, up 10.9 percent and 5.2 
percent over 1985. Currently, 97 additional hotels are planned 
including 13 international quality hotels under joint ventures. 


Automobile: On the domestic market, auto sales totalled 288,251 
units in 1986, an increase of 17 percent over 1985. Forecasts for 
1987 are for total domestic demand to reach 345,000 units, a 19.7 
percent gain from 1986. Auto registration in 1986 has reached 1.3 
Million, of which half has been in Seoul. To address a growing 
pollution problem, the ROKG has announced strict new regulations on 
automobile exhaust emissions which will become effective on July 
1987. In anticipation of a drop off in demand caused by the higher 


prices, the ROKG plans to stimulate domestic demand by reducing 
taxes, 


The debut of Hyundai's Excel in the U.S. market has made 1986 a 
watershed year for Korea's export auto industry. During the year, 
Korea exported 306,369 units, up 148.8 percent compared to 1985. The 
United States was the largest market accounting for 203,610 units. 
Automobile sales have surpassed shipbuilding as a foreign exchange 
earner. This trend is expected to continue. In 1987, car exports 
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are projected to total 685,000 units, up 123 percent over 1986. The 
United States will be the primary target absorbing 485,000 units, or 
71 percent of the total. This sharp increase is based on sales 
projections for the newly introduced subcompact models by Daewoo 


(Pontiac Lemans) and Kia (Ford Festiva) and further growth in 
Hyundai's export sales. 


Beginning July 1 1987, the ROKG will permit the import of foreign 
passenger cars with engine displacement above 2,000cc and from July, 
1988 with cars below 2,000cc. Although the ROKG announced in April, 
1987 that it would reduce the tariff duty from 60 percent to 50 
percent starting in July, the consumer price including all the 
duties and taxes will still be about three times the CIF price. The 
Ministry of Trade and Industry is considering a phased reduction in 
the tariff rate to 30 percent by 1990. 


The emergence of the Korean auto industry as a leading export 
industry has contributed to the development of an auto parts 

sector. Exports of autoparts during 1986 amounted to $165 million, 
10.5 percent over 1985. Nonetheless, the Korean auto parts industry 
remains heavily dependent on imports amounted $542 million, a 80 
percent increase over 1985. As such, it has become an important 
target for government import substitution plans. 


IV. Implications for United States Businesses 


Export Market: The growth of Korean exports to the United States in 
1986 has brought total bilateral trade to over $20 billion and 
raised Korea's trade surplus with the United States to $7.3 

billion. Korea is America's seventh largest trading partner, and 
its fifth largest market for agricultural exports. It continues to 
offer good business opportunities to American exporters especially 
in the current environment of growing Korean concern about the need 
to reduce its bilateral surplus. Strong demand remains for U.S. 
industrial raw materials, heavy machinery, electronics, and 
scientific products with a high technology content. Korean 
manufacturers recognize the need to upgrade the quality of their 
products, especially those destined for export, and will need more 
advanced production equipment to do so. U.S. firms can compete very 
effectively here for sales of products such as medical equipment and 
supplies, telecommunications equipment, analytical and scientific 
instruments, electronic industry production and test equipment, 
electronic components, food processing and packaging equipment, 
industrial controls, special machine tools, and special-purpose 
computers and peripherals. Aggressive marketing and strong 
after-sales service are essential in a market which lies only a few 
hundred miles from Japan. Korea will continue to be a major market 
for U.S. agricultural commodities, and industrial materials such as 
coal, chemicals, scrap metals, logs and lumber. 


U.S. Investment: Prospects for U.S. investment appear to be very 
good and improving. The most promising areas at this time are 
electronics, automobile parts, and medical equipment. One large 





-16- 


U.S. automaker has worked out a joint venture to supply parts for 
the United States and other markets, including Korea, and others are 
reportedly considering doing so. Similar opportunities for 
production for world markets are available in electronics, 
especially in semiconductors and computers. 


Trade Liberalization: Items of possible interest to U.S. 
manufacturers and suppliers which are included in the latest MTI 
liberalization list for the period 1986-1988 are: color TV sets, 
nylon carpets, typewriters and duplicating machines, windshield 
wipers and spark plugs, and speakers and amplifiers in 1986, small 
computers, razor blades, canned pork, passenger automobiles (over 
2000 cc capacity engines) in 1987, and cranes, metalworking 
machinery, soybean oil, automobile engines, automobiles (over 2000 
cc capacity engines), VTR's, computers and peripherals, and bearings 
in 1988. It is important to note, however, that despite the 
positive liberalization measures taken by the Korean Government, a 
variety of restrictive administrative regulations and high tariffs 
can make import of liberalized items either impossible or 
commercially impractical. 


Major Projects: The government continues to foster rapid expansion 
of infrastructure facilities in Korea, some of which are open to 
participation by U.S. firms. Areas of special interest to U.S. 
firms include engineering services and equipment in water and sewage 
treatment facilities and solid waste management, steel, 
telecommunications and power plants. U.S. companies should be aware 
of the need for in-country representation to be well positioned to 


win major contracts in Korea. The Korean Government generally 
requires, for example, that foreign firms be associated with Korea 
engineering firms when bidding on government projects. Thus U.S. 
firms would be well advised to develop effective ties with Korean 
counterparts prior to the formal announcement of such projects. 





